This paper addresses an overriding question in the theory of capital structure concerning how external financing contributes to economic value creation. Adjusted Present Value rule for capital-investment decisions (see [5] , [6] ) is used as performance metric of added value. This frame spotlights the contribution to added value attributable to each financing source. We show that levered project and financial leverage add value, at any debt level, if Net Present Value of the investment project and Net Present Value of debt are both positive. However if Net Present Value of debt is negative, external financing destroys economic value and should be taken at the minimum necessary.
Introduction
An overriding issue in numerous disciplines, including corporate finance, engineering economy and, in general, financial risk management is the theory of capital structure. In this paper, we focus on effects of financial leverage on profitability of levered projects. The economic value created is measured by Adjusted Present Value rule for capital-investment decisions pioneering proposed by [5] , see also [6] for a review.
Following [6] we break down economic value creation in two components: (1) one imputable to the profitability of the project; and (2) the other ascribable to the economic value created by external funds. A key factor in evaluation of value creation is the Cost of Equity (COE). Financial leverage turns out profitable only if debt creates value, i.e. Net Present Value (NPV) of debt cash flow is positive. In this circumstance, even an unprofitable project may switch to be advantageous if properly financed by equity and debt mix. Vice versa if the NPV of debt cash flow is negative, financial leverage destroys value and should be taken at minimum as possible.
The remainder of the paper is organized as follows. In Section 2 we introduce basic notation. In Section 3 we discuss conditions under which leverage creates additional economic value. Section 4 concludes. 
Basic notation
 the equity cash-flow, generated by the 100%   debt financed project:
Financial leverage and extra economic value creation
For all-equity financed projects the conventional method to quantify the created wealth is the Net Present Value (NPV) (see [1] and [2] among others). Specifically, denoted with i the discount rate, let us consider the following cases:   debt financed. Following the seminal ideas of [5] , we measure the economic value created by the Adjusted Present Value (APV). As argued by [6] , APV is useful in project financing, where debt is issued in one-shot specifically for the project and paid down on a predetermined schedule. APV is defined as NPV of the equity cash-flow: 2 This interest rate i must be seen as the interest rate at which equity could be invested outside the project and at which reinvestments will be made for the (net) cash inflows earned by the project. If COEs are variable over the period, the APV approach can be extended to non-flat structure via the GAPV (generalized APV) pionerred by [7] . 
Conclusion
Properly balancing equity with debt is a core question in corporate finance. The aim of this short note is to discuss the debt impact on economic value creation measured by APV method. APV result is broken down in two components, one spotlights the added value made by project, the other the added value created by the debt. Sufficient and necessary conditions to create positive economic value for any leverage, are stated. We show that even a non-profitable unlevered project may turn to profitable if properly levered. However if debt NPV is negative leverage destroys value and should be due to the minimum necessary.
